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SUBJECT: LEASING DISAGREEMENT BETWEEN DEFENSE 
SUPPLY AGENCY AND ICELANDIC CONTRACTOR 

1. MFA TODAY PRESENTED EMBASSY WITH AIDE MEMOIRE REGARDING 
LEASING OF TANKER SPACE AT HVALFJORDUR BY DEFENSE SUPPLY 
AGENCY. AIDE MEMOIRE READS AS FOLLOWS: 

QUOTE ON NOV 7. 1973 AN AIDE MEMOIRE REGARDING 
THE AGREEMENT BETWEEN THE US GOVT AND THE OLIUFELAG 
ISLANDS H. F. ON LEASING OF TANKAGE IN HVALFJORDUR, WAS 
DELIVERED TO THE EMBASSY. 

AT THE SAME TIME THE PROBLEM WAS RAISED WITH THE 
DEPT OF STATE IN WASHINGTON BY THE EMBASSY OF ICELAND. 

EARLY THIS YEAR THE DEFENSE SUPPLY AGENCY, WHICH 
DEALS WITH THIS MATTER IN WASHINGTON, REQUESTED THAT THE 
MATTER BE NOT PURSUED FURTHER THROUGH DIPLOMATIC CHANNELS 
AS A SOLUTION SEEMED TO BE IMMINENT. 

THE OLIUFELAG ISLANDS H. F. HAVE NOW RECEIVED AN OFFER 

OF A RENEWAL OF THE CONTRACT FROM THE DEFENSE SUPPLY AGENCY. 
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TAKEN OF THE LARGE PRICE INCREASES IN ICELAND AS THE AMOUNTS 
IN THE OFFER ARE THE SAME AS THOSE CHARGED FOR THE PERIOD 
JULY 1. 1972 TO JUNE 30, 1973. 

THE OLIUFELAG ISLANDS H. F. HAVE FOUND THIS OFFER 
TOTALLY UNACCEPTABLE. 

FOR FURTHER INFORMATION COPIES OF CORRESPONDENCE 
REGARDING THIS MATTER ARE ENCLOSED. END QUOTE. 

2. AIDE MEMOIRE AND ENCLOSURES BEING AIRPOUCHED. 

3. WHILE EMBASSY DOES NOT WISH TO ENTER INTO DETAILS OF 
DISAGREEMENT BETWEEN DSA AND ICELANDIC CONTRACTOR 

( OLIUFELAGID H. F), WE ARE CONCERNED THAT IN ATTEMPT TO 
MAINTAIN A LEGAL POSITION, IMPORTANT ECONOMIC FACTORS AND 
VITAL POLITICAL FACTORS MAY BE BRUSHED ASIDE. REGARDLESS 
OF WORDING OF PRESENT CONTRACT TWO POINTS SEEM OVER-RIDING: 

A) ICELAND HAS HIGHEST INFLATION RATE IN EUROPE AND 

B) WE ARE ENGAGED IN DELICATE NEGOTIATIONS REGARDING FUTURE 
OF AMERICAN DEFENSE RELATIONSHIP WITH ICELAND. INFLATION 
HAS CAUSED DRAMATIC WAGE AND PRICE INCREASES WHICH EMBASSY 
AND OTHER USG ESTABLISHMENTS (INCLUDING US-MANNED NATO 
BASE) HAVE HAD TO ACCEPT IF US PRESENCE IN ICELAND IS TO 

BE MAINTAINED. ICELANDIC CONTRACTOR IS BRANCH OF COOPERATIVE 
SOCIETY WHICH IS, IN TURN, MOST IMPORTANT FINANCIAL AND 
POLITICAL SUPPORTER OF PRIME MINISTERS PROGRESSIVE PARTY. 
REGARDLESS OF OUTCOME OF CURRENT PROCESS OF GOVERNMENT 
FORMATION, PROGRESSIVES SEEM CERTAIN TO REMAIN IN CABINET 
AND BE A DETERMINING FACTOR IN NEGOTIATIONS WITH USG ON 
DEFENSE AGREEMENT. 

4. WE UNDERSTAND DSA HAS REQUESTED MATTER NOT BE PURSUED 
IN DIPLOMATIC CHANNELS. HOWEVER, PARAMOUNT USG INTERESTS 
AT THIS POINT MUST BE TAKEN INTO CONSIDERATION SINCE MATTER, 
ALTHOUGH SMALL, HAS BEEN PENDING FOR NEARLY ONE YEAR AND 
COULD HAVE SERIOUS REPERCUSSIONS IF NOT SOLVED PROMPTLY. 
IRVING 
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